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According to the Central Bank, monthly inflation climbed to 1.8% in January, about twice the rate
of inflation registered in December. A variety of factors contributed to the rise in prices, such as the
adoption of a new consumer price index (CPI) at the beginning of the year and a sharp hike in food
costs caused by shortages of some basic grains. A 10% increase in the country's minimum wage,
however, appears to be the central factor fueling inflation, and officials fear that labor pressures for
even higher wage hikes could derail the government's goal of 9% annual inflation for 1995. Last year,
the government managed to reduce annual inflation by nearly two percentage points compared with
1993, from 20.3% to 18.4%. In fact, monthly inflation fell noticeably during the second semester, from
an average of 1.7% per month in the first half of the year to 1.1% in the July to December period.
In January, however, monthly inflation suddenly jumped to 1.8%, double the level registered in
December. According to a lengthy analysis prepared by the US Embassy in Asuncion, a number
of factors contributed to the increase, including the government's decision to adopt a new CPI.
The decision followed two years of research conducted by the Central Bank aimed at obtaining
a more accurate reading of consumer price variations. The new index uses both a new base year
(1992) and reduces the number of items in the market basket from the previous 545 to 297. The new
market basket represents a shift in orientation from agricultural to urban, which is based on a survey
conducted by the Bank to determine family composition and consumer preferences.
The new index also covers important areas not measured in the previous basket, such as
transportation, health costs, and education, reflecting the country's more urban profile, according
to the Embassy report. The government hopes that the new index will narrow the gap that
traditionally existed between official and private estimates of inflation, since the official rate often
only represented half to two-thirds of the private-sector estimates. January's results showed a clear
reduction in the gap, with the government estimate at 1.8% and the private sector's at 2.2%. In
addition to the new CPI, a sudden 3.4% surge in food prices in January also contributed significantly
to the rise in inflation. Scarcities of some basic food goods greatly fueled price hikes during the
month. Vegetable prices, for example, increased by 31.2% in January because of adverse climatic
conditions, including flooding in some areas, which cut the supply of those goods.
The central factor feeding inflation, however, is a 10% hike in the country's minimum wage in
January. In November, Congress approved a 15% increase in the minimum wage for civil servants
for 1995, with the increases to be granted in two installments 10% in January and 5% in July. Given
the inflationary spiral in January, officials are concerned that the increase in consumer demand will
offset the government's year-end target of 9% annual inflation for 1995. Indeed, the government
will be hard pressed to limit wage hikes this year to the 15% approved by the legislature, since the
country's two large labor federations Central Unitaria de Trabajadores (CUT) and Central Nacional
de Trabajadores (CNT)- -are pushing the government to grant another 20% salary increase in
addition to the 15% already approved. In late February, the CUT and the CNT began discussing
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plans for a general strike in March if the government rejects their demands. In May 1994, those
two federations held the first general strike in Paraguay in 35 years to demand a 40% hike in the
minimum wage. Last year's protest successfully pushed the government to grant a 10% increase in
minimum wages in July 1995 (see NotiSur, 07/21/94 and 08/11/94).
The labor groups are also demanding that the government launch a massive public works campaign
to reduce unemployment, and that it provide more assistance for poor families in rural and urban
areas. According to the government's Technical Planning Secretariat (Secretaria Tecnica de
Planificacion), un- and underemployment affected about 40% of the economically active population
in 1994 (see NotiSur, 01/26/95). In fact, a new study of poverty in Paraguay by the Catholic Church
reports that 71% of families in rural areas live below the poverty line, and 52% of all rural families
live in extreme poverty. [Sources: Notimex, 02/02/95; Agence France-Presse, 12/22/94, 02/08/95,
02/13/95; Paraguay Economic Indicators, US Embassy (Asuncion), 02/15/95]
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